3l

GO-TO-MARKET & PRICING

What is price realization? List
price is not the cash collected

Price realization shows what remains after transaction terms and
deductions, but only a named denominator makes the rate
interpretable.
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MANAGEMENT SUMMARY

Price realization is not the list price, the invoice price, or the cash receipt by itself. It is a measurement of the
price that survives a declared transaction boundary. This article separates list or reference price, invoice price,
pocket price, and collected cash, then works through a synthetic waterfall to show why the denominator mat-
ters. The evidence base is narrow: Marn and Rosiello's transaction-pricing framework and Simon's account of
negotiated B2B terms. The rate formulas and review card are author synthesis. Use the result to name the unit,
period, deductions, collection rule, and owner before comparing deals.
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A pricing review begins with a number that looks reassuring: 90% realization. But 90% of what? Imagine one order
with a 1,200-unit list price, a 1,080-unit invoice price, a 1,020-unit pocket price, and 1,000 units eventually collec-
ted. Each figure can be correct while answering a different question. A team that reports only the percentage can
hide the deduction, the denominator, or the collection lag that created it.

Price realization is the price that survives a declared transaction boundary. In the worked example below, the
named metric is pocket-price realization against list price: pocket price divided by list price. That is an
author-defined measurement convention, not a universal industry formula. The first discipline is therefore simple:
say which price object is in the numerator, which object is in the denominator, what unit is being compared, and
which period is included.

What does price realization measure?

The useful object is not a vague sense that the sales team got close to list. It is a traceable amount at a defined
transaction grain. The grain might be one order, one contract line, one customer-period, or a product-volume
unit. The choice changes the meaning of the result, so it belongs in the definition rather than in a footnote.

Marn and Rosiello’s transaction-pricing framework starts from the net realized price for each order or transaction.
Its pocket-price waterfall shows how a visible starting price can erode through invoice discounts and later
transaction-specific items. The concept is valuable because it makes the deductions visible. It does not provide a
universal target percentage for every business.

Simon (2015) makes the adjacent point in the language of pricing practice, and states it directly: suppliers use the
list price “at best as guidance or starting point they negotiate intensely over terms and conditions such as dis-
counts paym”ent terms and the like. His book also sets out “the many dimensions of prices”, which is why a single
figure cannot stand for the exchange. A list price is therefore an input to a measurement, not proof of what the
transaction produced.

This is why price realization belongs inside a broader pricing architecture. The number depends on the price
basis, offer, terms, authority, booking rules, and review period. Pulling it out of that system can make a clean per-
centage less useful than a messy reconciliation.

Which price is the numerator?

These four objects are related, but they are not synonyms:

Sﬂ What is price realization? List price is not the cash collected



https://isoglu.com/insights/journal/pricing-architecture-is-a-system-not-a-price-list/

Table 1 Which price is the numerator?

Price object

What it answers

What it includes

What it does not establish

List or reference price

Invoice price

Pocket price

Collected cash

What starting amount
was declared?

What amount was
placed on the invoice
after pre-invoice terms?

What revenue remains
after declared transac-
tion deductions?

What amount was re-
ceived under the stated
collection rule?

Table from this essay. Sources and interpretation are given in the article.

A published, approved,
or comparison reference

Explicit on-invoice dis-
counts and terms

The waterfall items as-
signed to the transac-
tion

Receipts included in the
declared period and cur-
rency rule

That a buyer accepted or
paid it

That off-invoice deduc-
tions or collection effects
are absent

That cash has arrived in
the same period

That the difference from
pocket price was a dis-
count

The word realization can refer to more than one of these boundaries in working conversations. That is not a reas-

on to abandon the term. It is a reason to qualify it. Say pocket-price realization against list when the numerator is

pocket price and the reference is list price. Say invoice-to-pocket retention when the question is how much of the in-

voiced amount survived the later waterfall. Say cash collection against pocket price when the question is timing and

receipt.

What does a price realization waterfall show?

The waterfall is a reconciliation, not a decorative chart. Start with the declared reference, subtract each relevant

pre-invoice and off-invoice item, identify pocket price, then keep collection separate. The following values are

synthetic units chosen to make the boundaries visible.
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Figure 1 A synthetic price realization waterfall

Waterfall step

Amount (synthetic units)

What it represents

List or reference price

Order-size discount

Negotiated discount

Invoice price

Prompt-payment credit

Service credit

Freight absorption / concession

Pocket price

Uncollected balance

Collected cash

1,200

-60

-60

1,080

1,000

Declared starting reference

Pre-invoice transaction term

Customer-specific invoice term

Amount shown after the two invoice de-
ductions

Transaction-specific payment term

Declared service-related deduction

Commercial absorption of delivery cost

Revenue remaining after the listed wa-
terfall items

Amount not received in the declared col-
lection period

Receipt under the example’s collection
rule

Author's synthetic reconciliation grounded in Marn and Rosiello (1992). Values are illustrative units, not a benchmark, recommendation, or observed ra-

tio.

The example does not need every deduction to show the logic. In a B2B reconciliation, deferred terms can enter

the same waterfall when the assignment rule allocates them to the transaction. An annual or retroactive volume

rebate may be earned after the invoice, and a co-op or marketing allowance may be booked off invoice. Because

these items arrive later, state the accrual or later true-up rule that determines when and where they enter. The

freight line here means commercial freight absorption or concession, not standard fulfilment cost or COGS.

Standard fulfilment cost stays outside the price waterfall unless the declared rule assigns it to the transaction.

The synthetic example yields four different percentages:

* Invoice-to-list realization: 1,080/ 1,200 = 90.0%.

* Pocket-price realization against list: 1,020 / 1,200 = 85.0%.

* Invoice-to-pocket retention: 1,020 / 1,080 = 94.4%.

+  Cash collection against pocket price: 1,000 / 1,020 = 98.0%.

None of these is the correct rate in the abstract. Each is correct for a different question. The mistake is to compare

them as if the denominators were interchangeable.
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Which denominator makes the rate meaningful?

The denominator should be chosen from the decision the number is meant to inform. If leadership wants to know
how much of the approved list survives the deal, use list price as the reference. If pricing wants to isolate the
off-invoice waterfall, use invoice price. If finance wants to understand the gap between revenue recognition and
receipts, use the pocket price and state the collection period.

Write the formula in the metric name or its definition:

There is one important naming trap. Some pricing reviews use price realization for the yield on an implemented
price increase: a hypothetical 5% announced increase that produces a 3.2% realized uplift. That is a different met-
ric, calculated against the pre-change baseline. Call it price-increase realization and keep it separate from
pocket-price realization, which describes the transaction boundary.

Then add five fields. What is the unit: one product, one seat, one order, or one account-period? What is the win-
dow: booking date, service period, invoice date, or receipt date? Which deductions are in scope? Are taxes, freight,
financing, credits, and foreign-exchange effects treated as price items or outside the measure? Who owns the
source field when the accounting and commercial systems disagree?

The answer can differ by use case. That is acceptable if the name travels with the rule. A metric called only realiza-
tion invites two teams to divide by different references and then argue about the result as if the dispute were com-
mercial rather than definitional.

What does price realization not measure?

Price realization is not willingness to pay. A buyer may have accepted a high price because of a temporary con-
straint, a bundled obligation, or a lack of alternatives. Conversely, a low realized price may reflect a deliberate ex-
change for volume, payment speed, reference rights, or reduced cost to serve. The rate records the transaction
boundary. It does not reveal the buyer’s latent valuation.

It is not gross margin. Gross margin requires a cost boundary. A pocket price can rise while cost to serve rises
faster. It is also not the same as net sales unless the accounting definition of net sales matches the waterfall’s de-
ductions and period. The value-based pricing question is about the value a buyer assigns to an alternative and the
share negotiated from it. Price realization is about what survives this transaction’s declared terms.

It is not automatically collected cash. A collection delay can create a gap between the pocket price of a transac-
tion and receipts in the reporting period. Calling that gap a discount confuses commercial terms with
working-capital timing.

Finally, it is not a causal test. If a realization rate rises after a price change, the change may have mattered, but the
comparison alone does not identify why. Mix, customer selection, contract renewals, timing, and collection policy
can move the measure. A causal price-change study needs a design of its own.

How should a team review price realization?

Use the review as a reconciliation before it becomes a performance score.

1 Name the reference. Write list, approved baseline, prior contract, or another reference. Do not let the spread-
sheet header realization make the choice silently.

Sﬂ What is price realization? List price is not the cash collected



https://isoglu.com/insights/journal/what-is-value-based-pricing/

2 Fixthe unit and grain. Keep product, service level, volume, currency, order, and customer-period comparable.
If the unit changes, start a new measure.

3 Setthe time window. Separate booking, invoice, delivery, service, credit, and receipt dates when they answer
different questions.

4 Build the deduction list. Include only items with a rule for assignment. Give each item an owner, reason code,
approval path, and booking treatment.

5 Reconcile to pocket price and cash. Make the arithmetic close. Put uncollected amounts in a separate collec-
tion bridge unless the decision explicitly concerns cash.

6 Choose the action. A weak invoice-to-pocket result points to off-invoice governance. A weak cash-to-pocket
result points to collection or terms. A wide spread across comparable transactions calls for segmentation and
explanation before a target is chosen.

The discount that outlives the deal is a useful neighboring question because it asks what a concession can do
after the transaction. This page asks a prior question: can the transaction itself be measured without hiding the
concession in the denominator?

What can you run on one closed order?
Take one closed order and write four lines before opening a dashboard:
1 reference price and unit;

2 invoice price and every pre-invoice deduction;

3 pocket price and every off-invoice deduction;

N

collected cash, collection period, and any unresolved balance.

Now calculate one rate only, using the denominator that matches your question. If another team reports a differ-
ent rate, compare the four lines before debating performance. Most disagreements will be about the boundary,
the unit, or the date. That is useful information: a measurement that exposes its disagreement is easier to govern
than a single percentage that conceals it.

Price realization is therefore a small but foundational concept. It turns we sold near list into a declared bridge from
reference price to pocket price and, when relevant, to collected cash. The bridge becomes decision-useful only
when every deduction and denominator remains visible.
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